APQB 3.8 -Fiscal Policy Questions
1. Assume the government reduces its spending and raises income taxes in an effort to reduce the budget deficit. The most likely short-run result will be an increase in
A. interest rates
B. unemployment
C. the money supply
D. the price level
E. personal savings
2. Which of the following is an example of fiscal policy?
A. Decreasing income tax rates
B. More frequent elections
C. Increasing the interest rate
D. Increasing environmental regulation
E. Printing more government money
3. Which of the following is a fiscal policy action aimed at reducing unemployment?
A. Decreasing government expenditures
B. Increasing subsidies to businesses
C. Decreasing tax credits
D. Increasing interest rates
E. Increasing penalties for criminal sentences
4. If the government implements an expansionary fiscal policy, how will real gross domestic product (GDP) and the price level be affected in the short run?
	 
	 Real GDP
	Price Level

	A
	 Increase
	Decrease

	B
	 Decrease
	No change 

	C
	 Increase
	 Increase

	D
	 Decrease
	 Increase

	E
	 Decrease
	Decrease 


5. Which of the following statements is true about an expansionary fiscal policy?
A. It decreases demand for stocks on the stock market.
B. It decreases the equilibrium price level.
C. It decreases the equilibrium real interest rate.
D. It increases aggregate demand.
E. It increases the money supply.
6. An economy experiences a sharp increase in energy prices, and policy makers adopt a stabilization policy to increase aggregate demand. Compared with the initial short-run equilibrium, which of the following will definitely occur?
A. Lower level of output
B. Higher level of output
C. Lower price level
D. Higher price level
E. Higher aggregate supply
7. Which of the following statements is true about an expansionary fiscal policy?
A. It decreases demand for loanable funds.
B. It decreases the equilibrium price level.
C. It decreases the equilibrium real interest rate.
D. It increases aggregate demand.
E. It increases the money supply.
8. Which of the following statements is true about an expansionary fiscal policy?
A. It decreases demand for loanable funds.
B. It decreases the equilibrium price level.
C. It decreases the equilibrium real interest rate.
D. It increases aggregate demand.
E. It increases the money supply.
9. If policy makers use fiscal policy to reduce inflation, which of the following will most likely happen in the short run?
A. The unemployment rate will decrease.
B. The unemployment rate will increase.
C. The real interest rate will increase.
D. The nominal interest rate will increase.
E. The economy will remain at the natural rate of unemployment.
10. A fiscal policy action to reduce inflationary pressure would be to increase which of the following?
A. The required reserve ratio
B. The discount rate
C. Transfer payments
D. Government spending
E. Income tax rates
11. If there is an inflationary gap, which of the following changes will move the economy back toward full employment?
A. An increase in investment spending
B. An increase in government spending
C. An increase in taxes
D. An increase in exports
E. An increase in transfer payments
12. If a nation’s government cuts income taxes, how will consumption spending, real output, and unemployment change in the short run?
A. Consumption spending will increase, real output will increase, and unemployment will decrease.
B. Consumption spending will increase, real output will decrease, and unemployment will decrease.
C. Consumption spending will decrease, real output will decrease, and unemployment will increase.
D. Consumption spending, real output, and unemployment will all decrease.
E. Consumption spending, real output, and unemployment will all increase.
13. A country’s economy is in a short-run equilibrium with an output level less than the full-employment output level. Assume an upward-sloping aggregate supply curve.
a) Using a correctly labeled aggregate demand and aggregate supply graph, show the following.1
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i. Full-employment output, labeled as YF
ii. Equilibrium real output and price level, labeled as YE and PLE, respectively
b) Assume that the country’s government increases domestic military expenditures. On the graph from part (a), show how the increased military expenditures affect the following in the short run.
i. Aggregate demand
ii. Equilibrium real output and price level, labeled as Y2 and PL2, respectively
c) Assume that the economy produces only two goods: military goods and civilian goods. Using a correctly labeled production possibilities curve, show the effect of the increase in military expenditures from part (b), labeling the initial point as C and the new point as D.
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